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Abstract 
Not-for-profit (NFP) financial ratio research has focused primarily on organisational 
efficiency measurements for external stakeholders. Ratios that also capture information 
about stability, capacity (liquidity), gearing and sustainability, enable an assessment of 
financial resilience. They are thus valuable tools that can provide a framework of internal 
accountability between boards and management. The establishment of an Australian NFP 
regulator highlights the importance of NFP sustainability, and affirms the timeliness of 
this paper. We propose a suite of key financial ratios for use by NFP boards and 
management, and demonstrate its practical usefulness by applying the ratios to financial 
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Not-for-profit ratios for financial resilience and internal accountability: 
a study of Australian international aid organisations 
Abstract 
Not-for-profit (NFP) financial ratio research has focused primarily on organisational 
efficiency measurements for external stakeholders. Ratios that also capture information 
about stability, capacity (liquidity), gearing and sustainability, enable an assessment of 
financial resilience. They are thus valuable tools that can provide a framework of internal 
accountability between boards and management. The establishment of an Australian NFP 
regulator highlights the importance of NFP sustainability, and affirms the timeliness of 
this paper. We propose a suite of key financial ratios for use by NFP boards and 
management, and demonstrate its practical usefulness by applying the ratios to financial 
data from the 2009 reports of ACFID (Australian Council for International 
Development)-affiliated international aid organisations.   
The establishment of the new Australian Not-for-Profit (NFP) regulatori, the Australian 
Charities and Not-for-Profits Commission (ACNC), is an acknowledgment of the heavy 
societal reliance on the contribution of NFP organisations, and the need to ensure their 
effective operation. It also provides an opportunity to develop appropriate regulatory 
systems and practices that reflect the importance of the ongoing financial resilience of 
organisations in the sector. This requires both boards and management to make an 
assessment of the financial health and sustainability of their organisations (Hough 2009).  
This paper addresses this vital issue in the context of the development of internal 
accountability mechanisms, specifically key financial ratios. 
The body of literature on NFP financial ratios has produced some insightful, yet 
ambiguous and conflicting findings (Bhattacharya and Tinkelman 2009; Ashley and 
Faulk 2010; Cnaan et al. 2011). This literature has two strands, one based around the 
monitoring of an organisation’s finances by external agencies, and one based around the 
use of financial information to assist management decision making. The more common 
strand focuses on the use of accounting ratios as a monitoring and supervisory tool 
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primarily by external parties, be they regulators, monitoring agencies or other external 
stakeholders (Tuckman and Chang 1991; Bowman 2006).  Using primarily US dataii, the 
focus has been mainly on predicting organisational vulnerability (Ohlson 1980; Trussel 
2002), and the production of efficiency ratios by NFP ratings agencies for use by external 
stakeholders (Steinberg 1983; Bowman 2006; Tinkelman 2006; Strom 2010; BBB 2010; 
Charity Navigator 2010; AIP 2010)iii.  
While these ratios could be seen as producing some key insights, their inclusion in ratings 
tables has been criticized as being potentially ‘highly misleading to donors’ (Sargeant et 
al. 2009: 339) iv, and as possibly stimulating NFP organisations to manipulate ratios 
(Trussel 2003 )v. Further, the focus on ratings tables can cause researchers and NFP 
organisations to focus on one group of ratios, for example, fundraising expense ratios, 
and to pay insufficient attention to other NFP financial health issues (Tinkelman 2006, 
2009; Tinkelman and Donabedian 2007, 2009; Greenlee and Tuckman 2007; Bowman 
2011; Besel et al. 2011).  
The second strand in the literature focuses on the potential contribution that ratios can 
make to support management practices, through the provision of information to internal 
decision makers (Harrow et al. 1999; Hyndman and McKillop 1999).  Some UK research 
has identified issues surrounding the use of financial metrics for these purposes (Kähler 
and Sargeant 2002), and has also considered broader issues of NFP governance and 
accountability (Harrow et al. 1999; Hyndman and McDonnell 2009; Valentinov 2011). 
The calculation of key ratios for internal evaluation can provide valuable information 
about an organisation’s financial health and sustainability.  
4 
 
This research is aligned with this latter approach, focusing on the use of financial ratios 
as a demonstration of Sinclair’s (1995) managerial accountability. We develop a suite of 
financial ratios to assist boards and managers to understand the financial dynamics of 
their organisations, and we also provide empirical data about their application. In 
proposing these financial metrics, we recognize that they portray just one aspect of NFP 
performance and accountability, and that ultimately mission achievement must be the 
primary objective of NFP organisations..    
This paper therefore has a dual purpose. First, we propose a suite of key financial ratios 
for internal use in assessing NFP financial health. Secondly, we apply those ratios to a 
specific population of NFP Australian international development organisations affiliated 
with the Australian Council for International Development (ACFID). This enables us to 
provide insights for boards and management about the range, comparability and 
relevance of resulting financial metrics for assessing NFP financial health and resilience 
and enhancing accountability.  
The focus of the next section of the paper is on the development of an accountability 
framework in which to situate financial ratios. A set of NFP ratios is then proposed that is 
consistent with this framework and with the goal of assessing organisational financial 
health. Following this, the study is described, and the selection of a group of ACFID-
affiliated organisations is explained. Presentation and interpretation of the ratios 
calculated follows, with concluding comments outlining the limitations of the study and 
possibilities for future research. 
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Internal accountability  
While there is general agreement that NFP organisations must demonstrate their 
accountability (Valentinov 2011), and there are calls for greater accountability (Kearns 
1994; Harrow et al. 1999; Margolis 2001; Cordery and Baskerville 2011), there is much 
less agreement on what accountability is, and how it can be demonstrated in a NFP 
context (Ebrahim 2003a, 2005). Accountability can be understood as a social relationship 
(Roberts 1991), ‘a pervasive feature of organizational and social life’ (Roberts 2001: 
1555) that involves the right to call on another for an account (Hyndman 1990) and 
includes ‘the giving and demanding of reasons for conduct’ (Roberts and Scapens 1985: 
447). Ultimately, any accountability relationship involves a number of dimensions: who 
is accountable, for what, to whom and in what form. These dimensions all have 
unexplored and contested aspects in the case of NFP organisations (Kearns 1994; 
Hyndman and McDonnell 2009). 
Although instances of NFP fraud or inefficiency (Gibelman and Gelman 2000) have 
threatened society’s trust in NFP organisations, leading to a concern about their 
accountability, NFP accountability has not been comprehensively theorized (Kreander et 
al. 2009). Increasingly, however, the complex and multiplicitous nature of NFP 
accountability is being acknowledged, and identified as a response to a variety of 
stakeholders (Kearns 1996; Ebrahim 2005). NFP accountability relationships have been 
described as upward or downward, hierarchical or holistic, functional or social (Ebrahim 
2003a, 2005; O’Dwyer and Unerman 2007, 2008; Agyemang et al. 2009). In addition, 
accountability has been identified as  
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… the means through which individuals and organizations are held externally 
to account for their actions and as the means by which they take internal 
responsibility for continuously shaping and scrutinizing organizational 
missions, goals, and performance (Ebrahim 2003a: 194). 
Accountability thus includes both an external dimension and an internal one that 
encompasses rigorous reflection on organisational performance (Roberts 1991, 2001; Fry 
1995; Ebrahim 2003a ; O’Dwyer and Unerman 2008). While we accept the multiple 
dimensions of accountability, the focus in this paper is on internal financial 
accountability, which we identify as one important, yet unresolved piece of the 
accountability puzzle. In focusing on NFP internal financial accountability, we highlight 
the opportunities, and in fact, the necessity, for a NFP organisation to assess its financial 
health and its ability to sustain its mission achievement (Ebrahim 2003b). This enables 
the highlighting and addressing of longer-term issues that may be ignored or distorted by 
the demands imposed by rigid, hierarchical external accountability mechanisms (Roberts 
1991; O’Dwyer and Unerman 2007, 2008).  
Sinclair (1995), in considering to whom CEOs are accountable in a public sector context, 
identified three forms of accountability, political, managerial and public. Her definition 
of accountability within a managerial model identified the need for ‘those with delegated 
authority to be answerable for producing outputs or the use of resources to achieve 
certain ends’ (Sinclair, 1995, p. 222). This is applicable to the management and boards of 
NFP organizations, with their focus on mission achievement, since it internalizes 
accountability, and presents the possibility of finding new ways of giving an account in 
order to produce ‘a more robust and privately anchored experience of accountability’ 
(Sinclair, 1995, p. 234).  
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This is therefore a most appropriate way to consider the accountability relationship 
between NFP boards and management, where management provides an account to the 
board, and the board actually holds management accountable, ultimately for mission 
achievement.  This highlights the need for boards to exercise greater supervisory skills 
(Harrow et al. 1999), and their need to demonstrate, like for-profit boards, an 
understanding of financial analysis (Jegers 2011).  
Financial ratios are a widely accepted means of addressing NFP accountability issues, by 
comparing financial metrics between NFP organisations (Frumkin and Kim 2001; 
Tinkelman and Mankaney 2007). These metrics have also been included as part of a 
broader assessment of financial vulnerability or financial health (Tuckman and Chang 
1991; Greenlee and Trussel 2000; Hager 2001; Trussel 2002; Greenlee and Tuckman 
2007). For the most part, however, they are designed to address the concerns of external 
stakeholders, typically donors (Ashley and Faulk 2010; Strom 2010). In contrast, this 
paper focuses on the potential of financial ratios to assist internal stakeholders to achieve 
organisational financial health, essential for the maintenance of mission. This is a 
manifestation of an internal managerial accountability, and represents the outworking of a 
‘felt’ responsibility (Fry 1995) that transcends ‘traditional norms’ of accountability 
(Sinclair, 1995, p. 219). It can be seen as distinct from the hierarchical accountability 
demands imposed by external donors, that typically focus on the upward provision of 
narrow, short-term financial measures to satisfy specific regulatory demands and 
expectations (O’Dwyer and Unerman 2007, 2008; Ayemang et al. 2009). These could 
degenerate into a box-ticking exercise that is counter-productive to a NFP organisation’s 
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long-term financial and mission performance (Ebrahim 2005; O’Dwyer and Unerman 
2007; Strom 2010).  
The strategic instigation of appropriate internal financial accountability regimes can 
contribute to a NFP organisation’s overall financial health and sustainability.  An 
organisation that develops such a system of robust internal accountability will therefore 
eschew the ‘weak accountability’ (Connolly and Hyndman 2004: 130) evident in the 
mere satisfaction of narrow financial expectations to satisfy specific external 
accountability demands. Such an approach will result in a situation where an organisation 
is not merely fulfilling legal or institutional expectations in a reactive manner, but 
proactively exercising discretionary power to manage the accountability dialogue (Kearns 
1994). Consistent with exploring new ways of providing an account (Sinclair, 1995), this 
paper proposes a framework through which boards and management can initiate a 
dialogue about financial sustainability.   
The next section of the paper presents an accessible suite of financial ratios designed to 
assist boards and management to initiate an assessment of NFP financial health.  
A suite of NFP financial ratios 
In line with the internal focus of this paper we develop a suite of indicators that will assist 
boards and management to make decisions on the financial health - the organisational 
capacity and longer-term sustainability - of their organisations.  Since these internal 
stakeholders have a responsibility to be accountable for the strategic direction and 
performance of their organisations (Forbes and Milliken 1999), an appropriate suite of 
financial ratios can provide a stimulus to initiate important conversations on these issues, 
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and to enable boards to hold management to account. Appendix 1 provides details of the 
ratios outlined below in the five categories of efficiency, stability, capacity (liquidity), 
gearing and sustainability. These categories and the extant literature are now explored. 
Efficiency ratios 
The four most commonly accepted NFP efficiency ratios are the Administration, Program 
and Fundraising Expense Ratios and the Cost of Fundraising % ratio.   The Cost of 
Fundraising % ratio indicates the cost of raising each $1 contributed (Greenlee and 
Bukovinsky 1998; Callen et al. 2003; Greenlee and Tuckman 2007; Tinkleman and 
Donabedian 2007), while the other three ratios together provide a segmented snapshot of 
total expenditurevi.  These are outlined in Appendix 1.  
These efficiency ratios reflect the rate at which funds are converted into direct benefits 
for beneficiaries (Hyndman and McKillop 1999). They are of intense interest to 
stakeholdersvii, who support organisations that have higher spending on programs as 
opposed to administration and fundraising (see for example, Posnett and Sandler 1989; 
Gordon and Khumawala 1999; Callen et al. 2003; Tinkelman 2006; Bowman 2006; 
Tinkelman and Donabedian 2009 in the US context; and Hyndman and McKillop 1999, 
in the UK context). A study conducted in the US revealed that donors are more 
favourably disposed to contribute to organisations with program spending of 60% or 
more (Harvey and McCrohan 1988). Charity Watch suggests that 60% or more is 
‘reasonable’ for most charities (AIP 2010), with the US Better Business Bureau (BBB 
2010) recommending that at least 65% of total expenses of a NFP organisation should be 
spent on program. 
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Sargeant and Kähler (1999) observed in their study of UK charities that 9% of the 
organisations surveyed reported administration costs of no more than 15% of total 
expenditures, while Wing et al. (2004) noted that 13% of organisations in their study 
reported zero management and general expenses. This is not necessarily desirable, since 
it could lead to ‘poor administration and ineffective fundraising campaigns’ (Hyndman 
and McKillop 1999: 138). However, expenditure patterns that reveal low administration 
and fundraising, and consequently higher program expenditure, reflect societal 
expectations about the importance of allocations to program expenditure. Such is the 
expectation that program expenditure should be relatively high, that a US study revealed 
that 7% of organisations charged all accounting fees to program, while another 20% split 
them across more than one category (Wing et al. 2004). This finding highlights the 
impact of categorisation of expenditure on these ratios, and the difficulty of comparing 
ratios between organisations that use different categorisations. This would perhaps be less 
significant where regulators provide detailed guidance on classification, for example as in 
the UK’s Charities SORP.    
The Cost of Fundraising % attracts a great deal of attention, with pressure for NFP 
organisations to keep it low (Posnett and Sandler 1989; Tinkelman 1998). The US’s 
Better Business Bureau’s Wise Giving Alliance (BBB 2010) and Charity Watch (AIP 
2010), and the Canada Revenue Agency (CRA 2009) all recommend a maximum of 35% 
for the Cost of Fundraising %. In Australia, despite criticisms of the magnitude of the 
fundraising costs of Australian NFP organisations (Senate Standing Committee on 
Economics 2008; Choice 2008; Productivity Commission 2010), there is no stated, 
mandatory level that is deemed an upper limit for the Cost of Fundraising %. NSW, the 
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only state that provides any guidance on this matter, recommends that the cost of 
fundraising for donations should not exceed 50% of donations received, and that other 
fundraising costs should be ‘fair and reasonable’ (NSW Government 2008: Section 8(1)). 
It is difficult to assess what ‘fair and reasonable’ is regarding fundraising costs, since it 
would depend on the unique dynamics and cost structures of particular types of 
fundraising programmes or events. 
These efficiency ratios are not without criticism, particularly for the dilemmas they pose 
in terms of cost allocation (Hager 2003). However, if interpreted with care, they can 
provide some valuable insights for board members about the way expenditure patterns 
contribute to the financial and mission performance of the organisation (Greenlee and 
Tuckman 2007), especially when the context of the organisation is considered and 
patterns and trends over time are considered.  
Stability (revenue concentration) ratios 
All organisations need to know that they have a continuing flow of revenue into the 
organisation, and need to be aware of their reliance on particular revenue sources as any 
changes in these sources could threaten their financial stability and their ability to 
continue to offer services (Tuckman and Chang 1991). Tuckman and Chang (1991) were 
the first researchers to measure NFP revenue concentration, developing a variant of the 
Hirschman-Herfindahl index, which is used to measure market concentration. The 
Tuckman and Chang (1991) revenue concentration metric indicates the extent to which 
an organisation is financially vulnerable, on the basis of its dependence on a relatively 
narrow range of sources of revenue.  The value of the index is that it takes into account 
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both the number of different sources of revenue and the relative dependence on each of 
those sourcesviii.  
Following this notion, many researchers argue for an assessment of whether an 
organisation is vulnerable because of dependencies or changes in its funding source.  This 
can be measured by calculating the particular revenue source as a percentage of total 
revenue (see for example, Tuckman and Chang 1991; Greenlee and Bukovinsky 1998; 
Greenlee and Trussel 2000; Hager 2001; Trussel 2002; Greenlee and Tuckman 2007)ix. 
Investigating the funding of NFP organisations during an economic downturn, Besel et al. 
(2011: 62) identified the risks of heavy reliance on government funding and the need for 
more ‘community-based philanthropy’, i.e. private funding, as distinct from government 
funding. They cautioned against an over-reliance on government revenue, and favoured a 
greater reliance on private philanthropy in order to enhance not-for-profit financial 
sustainability over the longer term (Besel et al., 2011). Hence a consideration of revenue 
concentration from various sources can provide a board with valuable information about 
organisational sustainability. 
For most NFP organisations in Australia, revenue is derived from a variety of sources. 
These include contributions (donations for general or special purposes, membership fees, 
other fundraising income, legacies and bequests), grants (from government and other 
granting bodies), commercial income, investment income, and other revenue sources (for 
example, fees for services). Thus, we argue that the board would need to be provided 
with the ratio for each of the major sources of revenue, as portrayed in Appendix 1.  For 
individual organisations, these ratios could be investigated further to discern specific 
13 
 
revenue streams, for example, types of grants, revenue streams from various investments, 
and a breakdown of contributions into fundraising, bequests and other sources.  
Capacity (liquidity) ratios 
Measures of liquidity, i.e. how quickly an organisation can meet its financial 
commitments in the next financial period, are widely used to indicate short-term financial 
capacity. They are also recommended as a measure of financial vulnerability for NFP 
organisations, since the inability to manage cash flows in the short term would seriously 
jeopardize a NFP organisation’s ability to continue to operate (Buckmaster et al. 1994; 
Greenlee and Tuckman 2007).  The common ratios that are accepted in the literature for 
organisations in both the for-profit and NFP sectors, are the Current Ratio and the Quick 
Ratio (Buckmaster et al. 1994; Greenlee and Tuckman 2007). On the basis that inventory 
is not usually a significant component of current assets for NFP organisations, we include 
only the Current Ratio, as shown in Appendix 1. 
Recognising that ‘realistic reserves’ of working capital must be available for NFP 
organisations (Margolis 2001: 21), we also include “months of spending” in our suite. It 
indicates the months of cash currently available to meet normal expenditure 
requirements, and represents the financial buffer an organisation has to meet every-day 
commitments. It is based on Bowman’s (2011) months of spending ratio, which he 
identifies as a short-term capacity ratio to assess organisational resilience. It has been 
adapted for the Australian NFP environment, to reflect the financial categories presented 
in financial reportsx.   
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Gearing ratio 
Jegers (2011: 126) observed that the debt of both for-profit and NFP organisations is 
‘conceptually … comparable’, and indicated that NFP organisations carry both 
‘spontaneous’ debt (e.g. trade creditors and other accruals) and ‘all kinds of financial 
debt’, such as bonds or loans. Since spontaneous debt has cash flow/liquidity 
implications, and interest-bearing debt has implications for the earning of a surplus and 
short and long-term liquidity, we propose that it is important to assess the extent to which 
a NFP organisation relies on debt. The Debt to Total Assets Ratio indicates the extent to 
which assets are funded by debt. That is, it gives an indicator of the level of debt, and in 
the extreme, if the organisation were to liquidate, indicates the extent to which assets 
would cover liabilities. This ratio has general support in a NFP context (Buckmaster et al. 
1994; Greenlee and Bukovinsky 1998; Trussel 2002; Greenlee and Tuckman 2007), and 
is included in Appendix 1.  
Greenlee and Tuckman (2007) used the ratio of debt to total assets in an adjusted form, in 
order to show average total debt as a percentage of average total assets. We simply use 
the year-end figures for both total liabilities and total assets, rather than accounting for 
any movement in liabilities or assets during the period. This ratio provides management 
and boards with information about the position of the NFP as it launches into the next 
financial year, enabling an assessment of likely interest commitments with their 
consequent cash flow implications.  
An alternative proposed by Bowman (2011) is effectively to reverse this ratio by 
identifying the percentage of assets funded by equity as an indicator of longer-term 
financial capacity. While we acknowledge the importance of a strong equity base, and 
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capture the rate at which that is growing in the first of our two sustainability ratios below, 
we argue that highlighting the presence of debt and its implications for operational 
liquidity is an essential element in assessing financial health.  
Sustainability ratios 
The seminal paper by Tuckman and Chang (1991: 445) defines financial vulnerability as 
the likelihood that an organisation would ‘cut back its service offerings immediately 
when it experiences a financial shock’, and identifies low or negative operating margins 
as one indicator of financial vulnerability. In assessing this key concept, various NFP 
researchers propose using the operating margin, or Surplus Margin, i.e. the excess of 
revenue over expenses, expressed in relation to some base as an indicator of stabilityxi 
(Tuckman and Chang 1991; Greenlee and Bukovinsky 1998; Greenlee and Trussel 2000; 
Hager 2001; Trussel 2002).   
It is widely acknowledged that if a NFP organisation is to maintain its operations, it does 
need to achieve some level of surplus in order to build sufficient reserves for the 
maintenance or expansion of mission (Hager 2001; Ashley and Faulk 2010). A large 
margin enables a NFP organisation to accumulate equity funds for expansion, whereas a 
negative margin draws down on existing equity, ultimately causing program activities to 
shrink. The rationale is that ‘nonprofits with high surplus are considered healthy because 
they can reduce surplus before they need to reduce services during financial stress’ 
(Ashley and Faulk 2010: 47). This ratio also indicates the rate at which the organisation is 
building reserves from its revenue. We agree that such an indicator of resilience is 
important, and include the Surplus Margin in our suite of ratios, as demonstrated in 
Appendix 1.  
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The ability of an organisation to sustain its services in the longer term is crucial to a NFP 
organisation. Consequently, Bowman (2011) criticizes the approach by Tuckman and 
Chang (1991) as focusing on vulnerability in the short term rather than sustainability in 
the longer term. He identifies Return on Assets as an indicator of longer-term financial 
sustainability, arguing that this should be in excess of the inflation ratexii. We accept this 
logic, and include Return on Assets as the second of our sustainability ratios.  
It is worthwhile noting here that the appropriate level of a surplus is context dependent. 
By that we mean, many factors such as the revenue concentration, the timing and source 
of grants, and the level of debt, for example, will all impinge on an appropriate surplus 
level. Also, there is a decision that management will need to make about the appropriate 
level of ‘buffer’ needed compared to spending on programs. This goes to highlight our 
central argument that ratio analysis is valuable as a board and management tool for 
internal use where the context of the organisation can be taken into account, as opposed 
to the production of ratings tables by agencies for external use, where the context of 
individual organisations is lost.  
The Study 
The dearth of available data on the inputs of Australian NFP organisations has already 
been highlighted (Flack 2004). To overcome this difficulty, and to obtain comparable 
information, this study uses financial data obtained under a Memorandum of 
Understanding between the Queensland University of Technology and ACFIDxiii. Over 
100 organisations that raise funds for their international aid programs through donations, 
fundraising, legacies and bequests and grants are affiliated with ACFID (ACFID 2010a, 
2010b). If they are also accredited with AusAID, they are eligible to receive AusAID 
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NGO Cooperation Program grants. One of the accreditation requirements for 
organisations wishing to access this funding is that they adopt, sign and comply with 
ACFID’s Code of Conduct (ACFID 2010c). The Code of Conduct specifies the way in 
which NGOs are to conduct their operations, and includes detailed requirements about 
the presentation of annual and financial reports (ACFID 2010c).  
Fewer than half of the organisations subscribing to ACFID’s Code of Conduct are also 
accredited with AusAID and thus eligible to receive AusAID NGO Cooperation Program 
funding. All of the organisations whose financial data is used in this study received 
AusAID funding of some sort in the 2008/09 financial year, with all but one of them 
being officially AusAID-accredited. Thus the organisations whose data is used in this 
study were both ACFID-affiliated and in receipt of AusAID funding.  
The selection of those organisations that adhere to the ACFID Code of Conduct, are 
accredited with AusAID and receive AusAID funding has four advantages. First, the 
Memorandum of Understanding enables access to the financial statements of the entire 
population of ACFID-affiliated and AusAID–accredited organisations. For the year 
2008/09, there were 44 organisations that recorded the receipt of AusAID funding in their 
financial reports. Secondly, while these organisations vary markedly in size and character, 
they all operate in the same sub-sector of the broader Australian NFP sector. Thirdly, all 
these organisations operate at a relatively sophisticated and comparable level of 
operations, since their AusAID accreditation includes a financial systems’ assessment. 
Fourthly, because ACFID’s Code of Conduct requires organisations to present their 
financial reports in a specified format, there is a degree of comparability also in the 
identification of the elements of those reports.  
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The first aim of this paper was to propose a suite of key financial ratios for internal 
stakeholders to use in assessing NFP financial health. This was achieved in the prior 
section with the presentation of ratios across five categories (efficiency, stability/revenue 
concentration, capacity/liquidity, gearing and sustainability) that together enable an 
assessment of a NFP organisation’s financial health. We now address our second aim, 
applying those ratios to a specific population of NFP Australian international 
development organisations in order to gain insights into the range, comparability and 
relevance of the resulting financial metrics for assessing overall NFP financial health and 
aiding accountability.   
Ratio analysis of ACFID organisations’ data 
For data analysis and comparison purposes, the 44 organisations included in the study 
have been classified according to the size of their Total Income in the 2008/09 financial 
year, as indicated in Table 1. The choice of income rather than assets as a basis for 
categorization was made first because some of the organisations are not highly asset-
dependent, and because there are likely disparities in the value at which assets are 
recordedxiv.   
[Table 1 here] 
The financial ratios identified in Appendix 1 are now applied to the 2008/09 financial 
reports of 44 AusAID-accredited and ACFID-affiliated organisations.   
Efficiency ratios calculations 
As evidenced in the detailed calculations in Appendix 2, and portrayed in Figures 1 and 2, 
the means of expenditure allocation across administration, program and fundraising were 
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12.2%, 79.5% and 7.6% respectively, with the average cost of fundraising 20.2%. With 
the spotlight on high program expenditure and low expenditure on administration and 
fundraising, it is interesting to note that organisations in the $0-$1m income group 
performed the best, with a Program Expenditure Ratio mean of 87.4% (see Figure 1), and 
the lowest average cost of fundraising, 7.4 % (see Figure 2).  Further investigation of 
organisations in this income group may reveal the extent to which these organisations 
relied on volunteer labour, since it is possible that smaller organisations will rely more 
heavily on volunteers, which are at present not included in financial statements. A board, 
when considering this ratio, should be aware of their organisation’s reliance on 
volunteers and the extent to which it reduces expenditure on administration and 
fundraising.  
[Figure 1 here] 
There were some variations in the mean for the Program Expense Ratio across 
organisations in all five income bands, from 74.5% to 87.4%. All means indicated the 
achievement of the recommended levels of at least 60% (AIP 2010) or 65% (BBB 2010), 
clearly indicating that these organisations, on average, are tracking well. A closer 
examination of the program ratios across all organisations, however, revealed averages 
ranging from 28.5% to 98%, with five of the organisations reporting expenditure of less 
than 60% on program.  The organisation with a Program Expense Ratio of 98%  reported 
total income of <$1m, made up of grants (57%) and fundraising (43%), while the one that 
allocated 28.5%  to program reported income in the $1-$5m range, with the majority of 
its income from grants (72%).  This raises the issue of the characteristics of individual 
organisations and what policies and cost allocations lie behind these ratios. 
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Given the high level of program expenditure, the low levels of expenditure on 
administration and fundraising were unsurprising. With a relatively low Administration 
Expense Ratio mean of 12.2%, the range of means in the various income groups was 
quite large, from 0.6% to a very high 71.5%. The highest ratio of 71.5% was calculated 
for an organisation in the $1-$5m income bracket, and far exceeded the highest 
Administration Expense Ratio in all of the other income bands. 
Fundraising Expenditure Ratios ranged from 0% to 19.7%, all well below the 
recommendations of the Better Business Bureau (Bhattacharya and Tinkelman 2009) xv. 
However, five organisations in total across three of the size categories registered a 0% 
Fundraising Expense Ratio, in spite of the fact that all of these organisations recorded 
fundraising revenue ranging from <$500 to >$400,000. This is an unsurprising finding, 
given that a US study identified 37% of NFP organisations with contributions of over 
$50,000 and 25% of those with contributions of between $1m and $5m as reporting zero 
fundraising costs (Wing et al. 2004). Although Sargeant and Kähler (1999) reported that 
a high proportion of UK charities recorded spending of less than 5% of their total 
expenses on fundraising, the reporting of a fundraising cost ratio of 0% does raise 
questions about the manner in which those organisations, and others in the population, 
have categorized and recorded fundraising expenses, especially given the context of 
community pressure for NFP organisations to keep fundraising costs within reasonable 
limits (see, for example, Bennett and Savani 2003; Sargeant and Jay 2004; Wing et al. 
2004; Choice 2008; Bhattacharya and Tinkelman 2009).  As mentioned above, the 
detailed guidance provided by regulations such as the Charities SORP, or any form of 
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standardised categorisations, can be helpful for boards in assessing their performance 
against that of other organisations.   
In addition, as portrayed in Figure 1, organisations in the lowest income group spent the 
lowest amounts on combined fundraising and administration, thus diverting the greatest 
proportion of their expenditure to program. This is particularly interesting, given that 
research suggests larger NFP organisations with well-established funding sources will be 
likely to enjoy economies of scale in their fundraising and/or administrative activities 
(Wise 1997; Hyndman and McKillop 1999), while smaller NFP organisations that may 
be starting up or building their reputations, may experience heavy initial costs (Kähler 
and Sargeant 2002).  
A variety of reasons could be suggested for the lower fundraising and administration 
costs reported by smaller NFP organisations, which contradict the earlier US studies cited. 
The smaller organisations may place a heavier reliance on volunteers, which would keep 
their reported costs low. Further, their accounting systems would likely be much less 
sophisticated than those of the large NFP organisations, which could result in a failure to 
allocate costs accurately, or even suggest manipulation of costs, faced with the 
difficulties small NFP organisations face in raising funds. These issues reinforce the 
assertion by Kähler and Sargeant (2002: 238) that an ‘across-the-board benchmark would 
be inappropriate’ for these expenditures. Similarly, Hyndman and McKillop (1999: 139) 
noted that comparing charities’ administration and fundraising costs may not be 
‘appropriate’, due to non-identical accounting definitions and policies, and also to the 
different dynamics of, for example, grant-making and service-providing NFP 
organisations, the former of which could be expected to have lower overheads.  
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The variability of the factors underlying these figures strengthens our case for the use of 
these ratios for internal assessment purposes (Hyndman and McKillop 1999), since it 
would be impossible for those outside the organisation to know how the figures were 
calculated. It has been suggested that NFP organisations sometimes wilfully misapply or 
manipulate costs (Trussel 2003), but there is also scope for legitimate differences in cost 
allocation (Hager 2003). Consequently, boards and management of organisations whose 
expenditure patterns are at the extremities of these expense ratio ranges should pay 
attention to their expenditure patterns, analysing more carefully how costs are allocated 
and tracking ratios over time.  
More information about fundraising costs is revealed by the Cost of Fundraising %, 
which organisations recognise should be as low as possible (Bennett and Savani 2003; 
Sargeant and Jay 2004; Wing et al. 2004). According to Appendix 2, these ranged from 
0%, for an organisation in the $1-$5m income range, to a surprising 111%, for an 
organisation in the $5-$10m income category. At 20.2%, the overall mean for Cost of 
Fundraising % across all categories comes in below the recommended 35% maximum 
(CRA 2009; BBB 2010; AIP 2010), and even the 50% recommended by the NSW 
Government (2008) for fundraising costs associated with attracting donations.  
[Figure 2 here] 
It is interesting to note, as portrayed in Figure 2, that the smaller organisations 
demonstrate a far lower cost of fundraising than the larger organisations. These results 
are consistent with Hyndman and McKillop (1999). They noted, in their study of the 500 
largest fundraising charities in England and Wales, that the larger charities, while 
demonstrating a lower percentage of administration and fundraising costs to total 
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expenditure, conversely had a much higher ratio of fundraising expenditure to total 
contributions. They interpreted this as indicating that costs were being diverted to 
fundraising activities. It would be helpful for boards, when being presented with 
information about the cost of fundraising, to have information about the age of the 
fundraising campaign, i.e. whether it is a new campaign involving heavy initial 
expenditure, or whether it is well-established and running economically. An 
understanding of these metrics, combined with an exploration of the unique 
characteristics of an organisation and an awareness of the statistics for the entire 
population, would enable boards to make an assessment of their level of accountability 
for the use of the funds entrusted to them, in relation to the priority given to these 
categories of expenditurexvi. 
 Stability (revenue concentration) ratios calculations 
As stated in a prior section, the aim of the stability ratios is to measure revenue 
concentration as an indicator of an organisation’s ability to continue to provide services, 
by maintaining a healthy balance of funding sources. The calculated stability ratios are 
presented in Appendix 2, with a snapshot of revenue concentration across the five income 
groups portrayed in Table 2.  
[Table 2 here] 
Of the revenue sources identified in the financial reports of all the ACFID organisations 
used in this study, by far the greatest reliance was on Contributions (51.5%), followed by 
grants (39.3%), with very small revenue streams from commercial activities (2.5%), 
investments (2.3%) and other sources (4.4%). Commercial revenue was reported by only 
8 of the 44 organisations in the study, as evidenced in the 2.5% reliance on this source of 
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income across all organisations. Unsurprisingly, in the aftermath of the Global Financial 
Crisis, investment income accounted for only 2.3% of total income. As is evident in 
Table 2, organisations in the $5-$10m income band displayed the most evenly balanced 
income streams, with the greatest average percentage of revenue from commercial 
activities (7.4%) of the entire population of organisations, and a substantial degree of 
reliance on both contributions (40.8%) and grants (44.1%).  
Tuckman and Chang (1991) identified limited sources of revenue as a particular 
vulnerability of a NFP organisation, indicating the challenge such an organisation would 
face in the event of a financial shock. An organisation’s revenue concentration could 
therefore be identified as a firm risk (Trussel, 2002), with financial information providing 
valuable information for boards in assessing their NFP’s funding risk profile, identifying 
areas of vulnerability, and assisting them to develop strategies for ensuring future funding 
streams (Greenlee and Tuckman, 2007). The extent of diversification of revenue streams 
is associated with greater flexibility (Hager, 2001), stability (Greenlee and Bukovinsky, 
1998), and the ability to continue to provide services when one revenue source becomes 
depleted (Greenlee and Trussel, 2000).  
In the Australian context, most grants received by NFP organisations are government 
grants. Since ACFID organisations generally report revenue from AusAID grants, a 
specific stability ratio tailored to reflect this funding stream could identify the percentage 
of funds they receive from AusAID government grants, or other grants. AusAID grants 
represented 25.1% of total income reported by organisations in this study, with the larger 
organisations less dependent on this form of funding. Organisations that have a heavy 
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dependence on AusAID grants would be vulnerable if the Australian Government 
changed its overseas aid funding policies or accreditation processes.  
In assessing the individual vulnerabilities indicated by these stability (revenue 
concentration) ratios, a NFP board could consider identifying financing strategies 
relevant for the stage at which its organisation is operating: birthing, stabilization, growth, 
diversification and closedown (Greenlee and Tuckman 2007). These range at the 
“birthing” stage from the identification of revenue sources, controls over expenditure, 
through to the development of more detailed asset plans, the expansion and 
diversification of revenue streams, access to and use of debt, the development of more 
complex fundraising systems, and finally to disposing of assets at the closedown stage 
(Greenlee and Tuckman 2007). Once again, these stages highlight the individuality of 
organisations and their financial ratios and the need to assess them internally, with the 
knowledge about organisational dynamics available to management and boards. 
Capacity (liquidity) ratios calculations 
It would be expected that the Current Ratio would be at least 1:1, with ratios below that 
indicating an inability to meet short-term financial commitments and indicating 
consequent financial vulnerabilities. The overall mean for Current ratios shown in 
Appendix 2 was a very high 51.3:1, well in excess of what is required to ensure short-
term financial capacity. Conversely, excessively high ratios could indicate a lack of 
sophistication or expertise in cash management, and therefore wasted opportunities for 
the use of cash funds. This is borne out by the data presented in Appendix 2. 
Organisations in the higher income groups had the lowest Current Ratios, particularly 
the >$50m group, at a mean of 1.2:1.Conversely, the highest reported Current Ratios 
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were evident in the lowest income category, with a mean of 327.7:1.  The range across all 
organisations was extraordinary, from --:1xvii  to a huge 1378:1. One organisation in the 
$5 - $10 million income group had zero current liabilities and what we describe as an 
undefined current ratio. It was set up as the fund of a larger organisation, endowed with 
assets, but with no liabilities. The organisation that reported the largest ratios for the 
current ratio had total liabilities (all current) of under $500, with current assets amounting 
to 99.4% of total assets. These organisational characteristics once again highlight the 
relevance of these ratios for internal use rather than for comparisons across organisations. 
They also raise issues relating to organisations’ accountability for the wise use of their 
financial resources. 
As a further indicator of short-term financial capacity, Months of Spending calculations 
reveal a mean of 4.8 months, and a range of 0.9 to 23.3 months. Figure 3 reinforces the 
general impression that the larger the organisation, the lower its Current Ratio, and the 
less reliance it places on having a financial buffer in terms of months of spending 
currently covered. This possibly indicates a greater sophistication and understanding of 
cash management issues. 
[Figure 3 here] 
These capacity ratios must be assessed in the context of the suite of financial ratios 
proposed in this paper, in order to assess overall financial health. To illustrate this, in the 
context of assessing organisational sustainability, Bowman (2011: 48) argues that 
organisations could be sustainable in the long term, but not in the short term, in which 
case they would be ‘chronically short of cash’. In the opposite case, an organisation 
financially sustainable in the short term may suffer from the erosion in the value of its 
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assets over time and not be sustainable in the long term. Hence it could be argued that the 
assessment of liquidity in the context of short-term capacity and long-term sustainability 
is a vital part of a board’s role, but only part of the overall picture of an organisation’s 
financial health. 
Gearing ratio calculations  
Appendix 2 and Figure 4 indicate the extent to which assets were funded by debt in the 
form of current and noncurrent liabilities. Borrowings, provisions, unexpended project 
funds and “other” liabilities were evident in both current and noncurrent categories, while 
current liabilities also included trade payables and current tax liabilities. Total liabilities 
for all organisations in the sample amounted to $352.2m, of which 70% were current 
liabilities. Borrowings and unexpended project funds accounted for 21.3% and 15.3% of 
total liabilities respectively. In the case of borrowings, this indicates a need for boards to 
consider the implications of their level of borrowing in terms of liquidity and the ability 
to generate a surplus and increased capacity. In the case of unexpended project funds, 
boards would need to ensure the protection of funds for future commitments already 
undertaken. 
[Figure 4 here] 
There was a mean of 31.9% across the whole population, and a large range, from 0.0% to 
93.8%. The organisation that reported liabilities at 93.8% of total assets was in the $10 - 
$15 million income range. It recorded borrowings of 16% of total assets, and substantial 
current liabilities in the form of payables. Not only did that organisation have vastly more 
debt than the average across the whole population of international aid organisations, but 
also considerably more than the average of 37.4% for organisations of a similar size. This 
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points to a need for further investigation of the organisation’s debt and liquidity situation 
by board and management in the context of operational strategies and other financial 
ratios, since, as Bowman (2011: 48) warned, organisations without adequate-short term 
capacity may be forced to liquidate in the event of ‘external economic shocks’.   
Sustainability ratios data 
Appendix 2 identifies an overall average Surplus Margin of 1.2%, and a wide range, from 
a deficit of 19.5% to a surplus of 22%. Internal longitudinal analysis of the Surplus 
Margin will enable a board to assess the trajectory of a NFP organisation’s operations, 
and therefore to assess its longer term sustainability, as portrayed in Figure 5 for all 
organisations in the various income groups. Organisations in the three smallest income 
bands had, on average, positive Surplus Margins, with those in the $5-$10m income 
group having the highest average margin, at 4.9%. Perhaps surprisingly, the largest 
organisations produced a negative surplus in 2009. 
[Figure 5 here] 
This raises the issue of the need for an organisation to accumulate surpluses and develop 
capacity for its longer-term sustainability. This may at first seem to be a contradiction of 
its ability to fulfil its mission, as demonstrated by its outlay on programs. While a healthy 
surplus margin would not affect the program expenditure ratio, which is the percentage of 
total expenditure allocated to programs, it would affect the ability of an organisation to 
maximise its total allocation to program activities. However, the balancing of financial 
and mission priorities is the role of a NFP board, which must make decisions that affect 
the organisation’s ability to continue its operations into the future. Consequently, the 
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accumulation of surpluses for future expansion may be warranted, depending on the life 
stage of the organisation and its unique mission objectives (Greenlee and Tuckman 2007).   
In relation to our second proposed sustainability ratio, Return on Assets, Bowman (2011) 
argues that unless a NFP organisation (or any organisation) can grow its asset base by at 
least the level of inflation, then it will be going backwards. The mean return on assets for 
this sample was a very low 0.3%, with a range of -57% to 36.8%. Given that Australia’s 
current inflation rate in 2009 was in the order of 3%, this indicates a serious sustainability 
issue, depending on the longer-term trend in each organisation.  
As evident in Figure 5, Return on Assets follows the general pattern of the Surplus 
Margins. Organisations in the $5-$10m income bracket represent the best performing 
according to both these measures, with average Surplus Margin and Return on Assets of 
4.9% and 7.2% respectively. In the case of organisations with poor, negative or 
decreasing sustainability ratios, an assessment of these results against organisational 
strategy and reserves would be necessary to ascertain the long-term sustainability 
implications of this performance. 
This paper has presented a suite of financial ratios. The use of financial metrics for 
external evaluative purposes has been widely asserted to be vital in attracting donor funds. 
However, the limitations of these metrics have been highlighted, and it has also been 
acknowledged that donors do not give just on an assessment of financial matters, and in 
fact may not give based on financial matters at all (Cnaan et al. 2011).  Thus financial 
metrics must be contextualised and used advisedly (Bhattacharya and Tinkelman 2009; 
Cnaan et al. 2011), since every NFP organisation has its own unique characteristics. 
Consequently, we advocate the internal use of financial ratios to assess organisational 
30 
 
financial health and sustainability by boards and management who are aware of their 
organisations’ unique characteristics and context. While our focus has been on internal 
financial accountability, we also acknowledge that financial analysis must be combined 
with an assessment of mission performance in order to form an opinion about a NFP 
organisation’s effectiveness and the fulfilment of higher accountabilities. 
Conclusions 
In this paper we set out first to propose a suite of key financial ratios to enable NFP 
boards and managers to assess their organisations’ financial health.  These ratios were 
developed with an Australian context in mind, to assist in assessing the efficiency, 
stability, capacity (liquidity), gearing and sustainability of NFP organisations. In order to 
gain insights into the usefulness of this suite, we then applied those ratios to data from the 
entire population of ACFID-affiliated Australian international aid organisations that 
received AusAID funding in 2009. The resulting analysis highlights potential issues for 
discussion between boards and managers.    
In Australia, the absence of inter-organisational comparative financial metrics means 
there are no benchmarks by which management can assess the performance of a single 
organisation. We therefore situate these ratios within an internal financial accountability 
framework that operates between NFP boards and management, and attempts to move 
board considerations from mere compliance with legal requirements, to more strategic 
aspects of accountability. While we acknowledge that financial ratios are an incomplete 
means for assessing a NFP organisation’s performance and accountability, we maintain 
that, if used for internal evaluative purposes, they have a valuable role to play, along with 
other metrics provided to the board.  Hence we recommend the longitudinal use of 
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financial ratios by boards and management for assessing and achieving financial health 
and resilience, and thereby addressing issues of internal accountability. 
This paper therefore makes three contributions to the literature on NFP financial ratios. 
First, we situate financial ratios in the broader context of financial health and 
sustainability. In proposing a suite of financial ratios that enables an assessment of 
financial efficiency, stability, capacity (liquidity), gearing and sustainability, we 
emphasise the inter-connectedness of various aspects of financial performance, and avoid 
the danger of focusing just on aspects of financial efficiency. Secondly, we propose that 
these ratios should be used by boards and management in order to enhance their internal 
accountability. We promote the necessity for boards proactively to engage in meaningful 
dialogue with management in order to understand and evaluate their organisations’ 
financial health and sustainability, within the context of their own unique characteristics. 
Thirdly, we use Australian data, which is difficult to access in a jurisdiction that to date 
has had no central NFP regulator and hence no central NFP data repository. In this sense 
our study is timely, with the new NFP regulator, the ACNC, currently involved in 
formulating the parameters of its operations. 
The population of 44 organisations on which this study is based is small relative to 
overseas studies. However, this relatively homogeneous sample of organisations has 
provided us with an opportunity to demonstrate the usefulness of a suite of ratios crafted 
for an Australian context. We propose the extension of this study to cover these 
organisations longitudinally, and also suggest further case study work to develop this new 
area.  In this context, researchers and NFP boards could work together to assess and 
improve an organisation’s financial health, within the context of its mission achievement. 
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This strategy could be a useful one, particularly for smaller and less sophisticated NFP 
organisations, since it is important that the individual NFP organisations that make up the 
sector continue to achieve their social and economic potential. 
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Appendix 1. Suite of ratios for assessing financial health  
RATIO CALCULATION INDICATION LITERATURE 
EFFICIENCY RATIOS 
Administration 
Expense Ratio   
= Total 
Administration 
Expense (includes 
Interest) /Total 
Expenses 
Percentage of total 
expenses outlaid on 
administration and 
management 
Hyndman 1990; Wise 1997; Greenlee and 
Bukovinsky 1998; Sargeant and Kähler 1999; 
Tuckman and Chang 1999; Hager 2001; Margolis 
2001; Kähler and Sargeant 2002; Bennett and 
Savani 2003; Callan et al. 2003; Sargeant and Jay 
2004; Greenlee and Tuckman 2007; Bhattacharya 
and Tinkelman, 2009. 
Program 
Expense Ratio  
= Program Expense 
/Total Expenses 
Percentage of total 
expenses outlaid on 
program 
Greenlee and Bukovinsky 1998; Callan et al. 
2003; Wing et al. 2004; Bhattacharya and 
Tinkelman 2009, Charity Navigator 2010, AIP 
2010.  
Fundraising 
Expense Ratio  
= Fundraising 
Expense/Total 
Expenses 
Percentage of total 
expenses outlaid on 
fundraising 
Hyndman 1990; Greenlee and Bukovinsky 1998; 
Margolis 2001; Bennett and Savani 2003; Callen 
et al. 2003; Sargeant and Jay 2004; Greenlee and 
Tuckman 2007, Bhattacharya and Tinkelman 
2009. 
Cost of 
Fundraising %  
=Fundraising 
Expense/Total 
Fundraising Revenue 
Percentage cost of 
raising each $ of 
fundraising revenue 
Greenlee and Bukovinsky 1998; Sargeant and 
Kähler 1999; Flack 2004;  Wing et al. 2004; CRA 
2009; Sargeant et al. 2009;  AIP 2010.   
STABILITY  (REVENUE CONCENTRATION) RATIOS  
Revenue 
Concentration  
= Revenue Source/ 
Total Revenue 
Dependence on 5 
revenue sources:  
contributions  
grants 
commercial revenue 
investment revenue 
other revenue  
Greenlee and Bukovinsky 1998; Tuckman and 
Chang 1991;  Greenlee and Trussel 2000;  Hager 
2001; Trussel 2002;  Greenlee and Tuckman 
2007.  
CAPACITY (LIQUIDITY) RATIOS 
Current Ratio  = Current 
Assets/Current 
Liabilities (includes 
unexpended funds) 
Ability to meet financial 
commitments in the 
next financial period 
Buckmaster et al. 1994; Greenlee and Tuckman 
2007.  
Months of 
spending 
(Working 
capital/Total expenses 
– Depreciation)12 
Indicates months of 
cash requirements 
currently available 
Adapted from Bowman’s (2011) months of 
spending ratio. 
GEARING RATIO  
Debt to Total 
Assets 
= Total 
Liabilities/Total 
Assets 
Extent to which assets 
are funded by debt  
Ohlson 1980; Buckmaster et al. 1994;  Greenlee 
and Bukovinsky 1998; Trussel 2002, Greenlee 
and Tuckman 2007.  
SUSTAINABILITY RATIOS  
Surplus Margin  = (Total Revenue - 
Total Expenses)/Total 
Revenues  
Rate at which the 
organisation currently 
builds reserves from 
revenue 
Greenlee and Bukovinsky 1998; Tuckman and 
Chang 1991, Greenlee and Trussel 2000; Hager 
2001; Trussel 2002. Bowman (2011) uses Net 
Assets to Total Assets to measure longer-term 
capacity. 
Return on 
Assets 
= Total Revenue – 
Total Expenses/Total  
Assets 
Return on assets 
indicates the rate of 
growth of the asset base  
Bowman (2011).   
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Appendix 2. Ratios calculations  
EFFICIENCY  RATIOS 
Income 
Group 
Measure Adminis-
tration 
Expense 
Ratio 
Program 
Expense 
Ratio 
Fundraising 
Expense 
Ratio 
Total %
xviii 
Cost of 
Fundraising % 
$0 - $1m Mean 8.9 87.4 3.7 100 7.4 
Range 0.6  - 20.6 74.8 – 98 0.0 - 12.3  0.0 - 24.5 
$1m - $5m Mean 17.9 74.5 6.8 99.2 19.2 
Range 4 -71.5 28.5 – 91 0.0 - 15.3  0.0 – 86.6 
$5m - $10m Mean 12.4 80.6 5.6 98.6 24.4 
Range 1.3 - 28.5 54.2 - 93.4 0.0 - 17.4  0.0 - 111 
$10m - $50m Mean 8 80.4 11.4 99.8 21.6 
Range 1.9 - 17.9 66.8 – 95 0.5 - 19.7  2.5 – 74.8 
>$50m Mean 9.7 81 7 97.7 27.8 
Range 3.1 - 22.8 58.4 - 92.1 1.6 - 13  10.4 – 41.2 
Overall  Mean 12.2 79.5 7.6 99.3 20.2 
Range 0.6 - 71.5 28.5 – 98 0.0 - 19.7  0.0 – 111 
 
STABILITY (REVENUE CONCENTRATION) RATIOS 
Income 
group 
Measure 
 
Contrib-
utions % 
Grants % Commercial 
Revenue % 
Investment 
Revenue % 
Other 
Revenue % 
Total % 
$0–$1m Mean 56.6 27.4 0.00 1  15.00 100.00 
 Range 39.4-83.4 7.9-56.2 0.0-0.0 0.0-2.2 0.0-40.9  
$1–$5m Mean 47 44.8 1.5 1.9 4.8 100.00 
 Range 0.0-77.2 12.5-98.5 0.0-11.5 0.3-6.7 0.0-18.1  
$5–
$10m 
Mean 40.8 44.1 7.4 5.2 2.5 100.00 
 Range 0.1-78.8 11.8-83.2 0.0-48.3 0.6-20.8 0.0-5.9  
$10–
$50m 
Mean 63.1 33.6 0.00 1.3 2 100.00 
 Range 1.5-92.6 0.4-92.4 0.0-0.0 0.0-2.8 -0.1-11.6  
>$50m Mean 53.6 38.8 4.4 1.1 2.1 100.00 
 Range 21.2-92.7 6.4-75.1 0.0-15.9 0.5-1.5 0.1-5.3  
Overall Mean 51.5 39.3 2.5 2.3 4.4 100.00 
 Range 0.0-92.7 0.4-98.5 0.0-48.3 0.0-20.8 -0.1-40.9  
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LIQUIDITY (CAPACITY ) RATIOS 
Ratio Measure $0 - $1m $1-$5m $5-$10 m $10-
$50m 
>$50m Overall 
 
Current 
Ratio 
Mean 327.7:1 6.1:1 17.4:1 4.2:1 1.2:1 51.3:1 
Range  1.5 - 
1378:1 
0.1 – 
19.6:1 
--  – 37.9:1 1 – 
14.7:1 
1 – 1.4:1 0.00 – 
1378:1 
Months of 
spending 
Mean 7.1 4.3 9.9 1.9 0.9 4.8 
Range 0.2-13.9 1.0-12.7 2.1-23.3 -0.0-5 -0.0-2.8 -0.0-23.3 
 
GEARING RATIO 
Ratio Measure $0 - $1m $1-$5m $5-$10 m $10-$50m >$50m Overall 
Debt to Total 
Assets % 
Mean  23.3 32 22.2 37.4 50.2 31.9 
 Range  0.1 – 67.4 5.6 – 
88.5 
0.0 – 71.5 5.3 – 93.8 40 – 71.6 0.0 – 93.8 
 
SUSTAINABILITY RATIOS 
Ratio Measure $0 - $1m $1-$5m $5-$10 m $10-$50m >$50m Overall 
Surplus 
Margin % 
Mean  1.7 1.1 4.9 -0.6 -2.3 1.2 
 Range  -8.3 - 14 -12.4 – 
14.4 
-10.2 - 22 -19.5 – 
18.8 
-5.4 - .7 -19.5 - 22 
Return on 
Assets % 
Mean 1.8 0.9 7.2 -3.6 -6.8 0.30 
 Range -26.6-26.5 -49.2-25.3 -11.1-20.3 -57.0-36.8 -24.7-2.0 -57.0-36.8 
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TABLES 
 
Table 1. Organisations grouped by 2008/09 income 
Income Group No. of organizations 
$0 - $1 million 6 
$1 million - $5 million 13 
$5 million - $10 million 9 
$10 million - $50 million 11 
>$50 million 5 
Total: 44 
 
Table 2. Average Revenue Concentration % across income groups 
Income 
Group 
Contrib-
utions 
Grants Commercial 
Income 
Investment 
Income 
Other 
Income 
Total 
$0 - $1m 56.6 27.4 0.0 1.0 15.0 100 
$1m - $5m 47 44.8 1.5 1.9 4.8 100
$5m - $10m  40.8 44.1 7.4 5.2 2.5 100
$10m - $50m  63.1 33.6 0.0 1.3 2.0 100
>$50m 53.6 38.8 4.4 1.1 2.1 100
Average 51.5 39.3 2.5 2.3 4.4 
 
42 
 
FIGURES 
 
Figure 1. Allocation of expenditure 
 
 
Figure 2. Cost of Fundraising % 
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Figure 3. Liquidity/capacity ratio – months of spending 
 
Figure 4. Gearing ratios 
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Figure 5. Sustainability Ratios 
 
Notes 
                                                            
i Unlike some other jurisdictions, such as the UK, USA and New Zealand, Australia has not had a NFP 
regulator until now.  
ii The major reason that most of the data-driven work on NFP financial ratios has been conducted in the 
northern hemisphere would appear to be because of a regulatory requirement that a single summary 
information return be lodged. These include the Internal Revenue Service’s Form 990 in the US, the 
Canada Revenue Agency’s T 1044, and the returns required by the Charity Commission of England & 
Wales and the Office of the Scottish Charity Regulator (OSCR). These make possible statistical 
calculations and predictions based on large volumes of comparable data.  
iii Cnaan et al (2011), in their US study, note that 77.7% of donors did not actually use watchdog ratings 
agencies when making a decision about donating.  
iv Interestingly, Sargeant and Jay (2004) highlight the difficulty of comparing data across organisations in 
the US and the UK, even though these jurisdictions mandate Form 990 and the Charities SORP (Statement 
of Recommended Practice) requirements respectively.  
v Bhattacharya and Tinkelman (2009) found little evidence of manipulation of ratios in their evaluation of 
organizations’ data reported in the US Form 990 against performance ratios recommended by the Better 
Business Bureau Wise Giving Alliance. However, they did note widespread reporting of low or zero 
fundraising and administration costs, which could have been the result of manipulation or misallocation.  
vi Percentages of expenditure on administration, fundraising and program generally add up to 100%, hence 
as one or more are decreased, the others increase. Some items of expenditure, however, may not fall neatly 
into these categories. 
vii In a survey of UK charity contributors, respondents ranked information about the percentage of 
expenditure outlaid for administration as third in importance, after information about an organisation’s 
goals and identification of the problem area, both of which relate to mission (Hyndman 1990). 
viii An index of 1 reveals that an organisation has just one revenue source, while an organisation with equal 
revenues from many sources will have a figure closer to 0 (Tuckman and Chang 1991).  
ix More recent research (Ashley and Faulk 2010; see also Tinkelman 1998), has sought to refine these 
measures by distinguishing between different categories of donors to obtain an understanding of their 
behaviour.  
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x Bowman (2011) uses the categories of unrestricted financial assets less unsecured debt, divided by 
spending on operations. These are obtainable from Form 990 data in the US, but would be difficult to 
ascertain from the financial reports of Australian NFP organisations.  
xi Tuckman and Chang (1991) use revenue less expenses over total revenue; Greenlee and Bukovinsky 
(1998) use revenues minus expenses over total expenses; Greenlee and Trussel (2000), Hager (2001) and 
Trussel (2002) use the surplus margin ratio of Tuckman and Chang (1991) to identify financial 
vulnerability in a nonprofit organisation.   
xii In the context of a youth organisation highly dependent on government funding, Bowman (2011, p. 46) 
advocates the use of Return on Assets as an indicator of sustainability, arguing that it should be in excess of 
the inflation rate: ‘An actual return on assets above this rate will increase long-term capacity; an actual 
return on assets below this rate will decrease it. In the long run, assets must be sufficiently productive to 
support their own replacement as they wear out.’  
xiii The Memorandum of Understanding, signed in 2010, establishes a partnership that has resulted in a flow 
of data and research between ACFID, its member and signatory organizations and our institution. ACFID 
has agreed to supply data to researchers provided certain conditions, including confidentiality, are met.  
xiv This is particularly relevant to non-current assets, due to the option of adopting a revaluation model, 
according to Australian accounting standards.  
xv Bhattacharya and Tinkelman (2009) noted that only 86% of the organizations in their study met the 
Better Business Bureau’s standards regarding fundraising costs.  
xvi This raises the issue of organisations that do not directly administer aid or development programs, but 
rather act as umbrella organisations, in some cases distributing funds to other organisations who undertake 
that work. Once again, this underscores the need to use these financial ratios cautiously and intelligently, 
for internal evaluatory purposes, rather than for comparisons between organisations. It also highlights the 
fruitlessness of donors’ generic expectations of what constitutes acceptable efficiency performance, and the 
need for the public and media to have a greater understanding about the costs associated with NFP 
organisations (Kähler and Sargeant 2002). In our study there was one such umbrella organisation. 
xvii We have designated the Current Ratio for the organisation that reported zero current liabilities as “—“, 
which is undefined.  
xviii These ratios do not add up exactly to 100% because of the presence of some expenditure on earning 
Commercial Revenue, which was a relatively small proportion of total income and or total expenditure (see 
Stability - Revenue Concentration - ratios). The financial reports did not provide sufficient information to 
enable us to allocate Commercial expenditure across program, administration and fundraising categories. 
